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CONGRESS SHIES 


AT DEBT REVISION 


N December 18, by a vote of 317 to 100, the 
House of Representatives approved the 
Hoover moratorium, subject to a declaration that 
it was contrary to the policy of Congress to re- 
reduce or cancel the foreign obligations due the 
United States. It is probable that the Senate 
will approve this resolution before adjourning 
for the Christmas holiday. 
In the light of the majority report of the 


-House Committee on Ways and Means, it seems 
sthat the declaration against debt reduction was 


inspired not so much by a desire to block action 
in the future as by a desire to remove all doubts 
that the approval of the Hoover moratorium in 
any way committed the United States to debt 
reduction. This action does not bind a subse- 
quent Congress, nor does it prevent an extension 
of the Hoover moratorium or interfere with the 
existing right of our debtors to postpone, under 
the debt-funding agreements, their payments on 
principal for two years. 

Nevertheless, strong sentiment exists in Con- 
gress against any further debt reduction. Many 
Congressmen believe that the “propaganda” to 
reduce debts is a “plot of the international bank- 
ers”; many insist that this country, confronted 
with a deficit of over $2,000,000,000 and hav- 
ing 6,000,000 unemployed, cannot afford to be 
generous to foreign creditors; that Germany and 
France can pay if they really wish to do so; and 
that the result of debt reduction will lead merely 
to increased armament expenditures and will 
have little more effect in improving our economic 
situation than the Hoover moratorium. 

Nevertheless, to anyone who has followed in- 
ternational events during the last few months it 


} ems obvious that if Germany is unable to re- 


sume reparation payments next July, it will be im- 
possible for England to meet its debt obligations 
to the United States. As a result of abandoning 
the gold standard, the burden of the British debt, 
Which must be paid in gold, has increased 47 


per cent. While France is in a better position 
than England, the French Parliament, confronted 
by a large deficit and an unfavorable trade bal- 
ance, will not sanction any payment to the United 
States which is not covered by payments from 
Germany. The question of whether the United 
States can collect the inter-Allied debt depends, 
therefore, on the resumption of German repara- 
tion payments. 

The foreign obligations of Germany fall into 
three categories: (1) inter-governmental repa- 
ration payments, involving an average charge, for 
both conditional and unconditional annuities, of 
$473,000,000; (2) short-term credit obligations, 
largely of a private nature, the principal amount 
of which is about $2,200,000,000; (3) the long- 
term private debt of various German industries 
and government institutions carrying an annual 
charge of about $250,000,000. While the interest 
on the third type of debt is being regularly met, 
the creditor governments and banks have granted 
what amounts to a moratorium upon the first two 
categories of obligations, thus admitting that 
Germany is not in a position to pay. Despite the 
unprecedentedly severe decrees issued by the 
Briining government on December 8, arbitrarily 
reducing wages and prices 10 per cent, it seems 
quite unlikely that Germany will be in a better 
position to pay its debts next July than it was 
when the moratorium was first declared. The 
Basle experts declare that the profits of the Ger- 
man railways will not be sufficient next year to 
cover the unconditional payments. As a result 
of a drastic reduction of imports and costs of 
production, Germany has built up a favorable bal- 
ance of trade. Instead of assisting Germany to ac- 
quire the necessary exchange to meet its foreign 
obligations, the outside world is attempting to 
destroy this trade balance by erecting new tariff 
barriers: Switzerland has just denounced its com- 
mercial treaty with Germany; the British and 
French governments have increased their duties; 
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the American tariff wall remains impregnable. taxpayer to the American investor. Provided the | be inte 
Furthermore, the desertion of the gold standard incidence of taxation is fair, it makes little differ, 
by Great Britain, Japan and other exporting ence whether the national income loses $246. 
countries has increased Germany’s difficulties in 000,000 owed to the Treasury or to private ip. 
meeting foreign competition. Within Germany dividuals. In any event, the income tax must 
itself there are 5,000,000 unemployed, while 90 be increased, and since Allied debt payments | Yon. 2 
per cent of its wage-earning population are re- constitute only one-eighth of the deficit, the addeg = —~ 
‘ported to have an annual income of less than $600. burden will not by itself be oppressive. | 
Under the circumstances, it seems inevitable that President Hoover has requested Congress to | . 
the reparation and inter-Allied debt agreements restore the World War Foreign Debt Commission, | a’ 
must be revised or at least the Hoover moratorium Congress hesitates to grant this request, partly 
extended. because of a belief that other countries will not 
A number of Congressmen have expressed re- join us in attempting to lift the world depression, : 
sentment that Germany continues to make pay- The attitude of these countries can be ascertained |", 
ment upon its long-term private debt while sus- only by negotiation. If President Hoover should | 
pending payment on its reparation obligations. vigorously take the lead in summoning a world | = 
Many believe that Germany has been guilty of conference to tackle the problems of disarmament, 
reckless borrowing and that if there is to be any trade barriers, foreign investments, gold and | Bie 
cancellation, it should apply first to private debts. silver, Congress might be satisfied that debt re. | 
It is probably true that some German borrowing duction would form an integral part of a plan for , ry‘t 
was unwise and that some American bankers were international reconstruction. With this assur- s 
over-eager to lend—a condition which also ex- ance it could well afford to grant the President | panci 
isted in the case of a number of South American the authority he desires. RaymMoND L. BUELL | (enti 
loans. Undoubtedly restrictions should be placed —— . o - . | dare 
upon the uncontrolled use of credit. Neverthe- Australia s “National Coalition Wins paym 
less, Congress will not improve the existing situa- Following an electoral campaign reminiscent | the 7 
tion if, by insisting on the priority of political in many respects of that in Great Britain in Oc | jgue. 
debts, it should indirectly force German private tober, a coalition composed of the United Aus- adjus 
debtors into default. A hostile attitude toward tralia and the Country parties won a striking | gern 
this debt is much less justified than in the case victory on December 19 over the Labour Govern- sult 
of the private obligations of many other coun- ment of Premier J. H. Scullin, and the Left Wing | Pron 
tries. It was the Dawes Committee, backed by Labourites under Premier J. T. Lang of New | joint 
the moral support of all the leading governments, South Wales. It is noteworthy , however, that the | Hag 
which first invited private capital to invest in latter group doubled its representation in the | sider 
Germany. Far from being held in the portfolios lower house, while the Scullin moderates lost | mm, 
of one or two New York banks, German bonds heavily. The victorious United Australia party | 1. 
today are owned by hundreds of institutions and was, in turn, a coalition of the Nationalists and | 4 
thousands of individuals all over the United Right Wing Labourites. Its leader, Mr. Lyons, | _..... 
States. If the campaign in this country and in who was formerly Acting Treasurer in the Scul- repo: 
France succeeded in giving priority to reparation lin government and who probably will now be | 
over private debts, the result would probably be come Premier, led the coalition on a program of = 
that American investors, holding worthless Ger- restoration of “sane and sound government and / 
man bonds, would find that they themselves had financing.””* — next 
paid the reparation and inter-Allied debt to date. Meanwhile, on December 2 an election in New |»), 
Should the political pressure of the Allies and the Zealand kept in power the coalition government | 4), 
United States force a default on the German of the United (Liberal) and Reform (Conserva | 4,,, 
private debt, a grave injustice will be done to tive) parties which had been formed under Prem- trea, 
private investors, and a severe blow will be ier G. W. Forbes (Liberal) in September. Labour reac! 
struck at the world economic system, thus prob- however, made a gain of five seats in the lower | are | 
ably making the payment of any political debts house. W. L. W. taxa 
impossible for years to come. The insistence of *Cf. E. P. MacCallum, “The Australian Financial Crisis,’’ Foreign econ 
the American Congress upon the immediate re- Policy Reports, Vol. VII, No. 14, September 16, 1931 fits. 
sumption of debt payments, especially at the ex- Tr Ary ° | Reic 
pense of the private investor, would further dim E Toe Wenn sie ger eg a New Haven, tbta 
snd h — for economic ao ecovery and might even An authoritative study of the introduction of extra | tern 
precipitate a world panic. territoriality into Japan and of the Japanese efforts at | trac 
It is not a question of sacrificing the American judicial reform leading to its relinquishment. and 
em | at tl] 
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